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Shari’ah Provisions for Contemporary Financial Options Contracts
Dr. Bandar Bin Abdulaziz Al-Yahya
Associate Professor
Department of Islamic Studies
College of Science and Humanities
Majmaah University

Abstract

Option contracts are among the most important types of financial derivatives used to manage
hedging against financial risks, in which investors are given a significant opportunity to reduce the risk
they may be exposed to. This is due to the fact that option contracts, like other financial derivatives,
derive their value from one or more of their associated commodity assets or financial assets. In light of
the significant growth of options contracts dealings and their introduction to some Islamic financial
markets on the one hand, and the aggravation of associated risks on the other hand, which would
threaten the economies of countries, not only particular institutions or banks, it has become important to
demonstrate the essence of these contracts and how they are viewed in Shari’ah, and attempt to propose
alternatives to these contracts in light of the requirements of Islamic legislation. Therefore, this paper
aims to address the following problematics: what are the provisions of Shari’ah concerning financial
options contracts? Can the legitimate objectives of options contracts be obtained by using legitimate
tools? This paper is divided into a preface, introduction, and two sections. The first section deals with
options contracts, including their definition, characteristics and types. The second section states the
legal adaptation of contemporary financial options contracts, in terms of the Shariah provisions of
contemporary financial options contracts. It also indicates the provisions for the liquidation and
settlement of options contracts, and the provisions of speculation in such contracts and their legal
alternatives. The paper has come out with several conclusions, the most important of which are as
follows:

V. Options contracts are an innovative investment tool, used by investors as a precautionary
measure to protect them against the risks of the changing prices of securities and currencies, and as a
way to maximize their profits via the shortest and quickest route through speculation in price
differentials.

Y. Since options contracts contain legal caveats and corrupt terms, and given that the subject of the
contract is neither money, nor benefit, nor a financial right that may be substituted, these are Haram
(illegal) contracts that may not be traded neither by sale nor by purchase

Keywords: financial options, financial derivatives, hedging management, risk management, false
speculations.
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